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EXPOSURE DRAFT
OMNIBUS PROPOSAL
OF PROFESSIONAL ETHICS DIVISION
INTERPRETATIONS AND RULINGS

REVISION OF THE APPLICABILITY SECTION OF THE AICPA CODE OF PROFESSIONAL CONDUCT D REVISION OF INTERPRETATION 101-2: Former
Practitioners and Firm Independence • INTERPRETATION UNDER RULE 101:
Independence and Attest Engagements • INTERPRETATION UNDER RULE 102:
Conflicts of Interest • INTERPRETATION UNDER RULE 301: Application of
Exemptions 2 and 4 of Rule 301 to AICPA Members • INTERPRETATION 501-5:
Failure to Follow Requirements of Governmental Bodies, Commissions, or Other
Regulatory Agencies in Performing Attest or Similar Services • ETHICS RULING
UNDER RULE 101: Use of Nonindependent CPA Firm on an Engagement • REVISION OF ETHICS RULING NO. 31 UNDER RULE 101: Financial Interest in a
Cooperative, Condominium Association, Planned Unit Development, Homeowners
Association, Timeshare Development, or Other Common Interest Realty Association • REVISION OF ETHICS RULING NO. 7 UNDER RULE 301: Revealing
Names of Clients • REVISION OF ETHICS RULING NO. 176 UNDER RULE 502:
Newsletters and Publications Prepared by Others
REVISION OF INTERPRETATION 502-2 UNDER RULE 502: False, Misleading, or Deceptive Acts in Advertising
or Solicitation • DELETION OF INTERPRETATION 502-1 UNDER RULE 502:
Informational Advertising • DELETION OF ETHICS RULING NO. 127 UNDER
RULE 504: State Controller
DELETION OF ETHICS RULING NO. 132
UNDER RULE 504: Tax Practice: Conflict of Interest • DELETION OF ETHICS
RULING NO. 86 UNDER RULE 502: Paid for by Others, Name in Client Ad • DELETION OF ETHICS RULING NO. 4 UNDER RULE 301: Prior Client Relationship • D E L E T I O N OF INTERPRETATION 301-1 UNDER RULE 301:
Confidential Information and Technical Standards

JANUARY 12, 1989
Prepared by the AICPA Professional Ethics Executive Committee for comment
from persons interested in independence, behavioral, and technical standards matters
Comments should be received by M a y 1, 1989, and addressed to
Herbert A. Finkston, Professional Ethics Division, AICPA,
1211 Avenue of the Americas, New York, N.Y. 10036-8775
G00324

This exposure draft has been sent to —
• Practice offices of CPA firms.
• Members of AICPA Council and technical committee
chairmen.
• State society and chapter presidents, directors, and
committee chairmen.
• Organizations concerned with regulatory, supervisory, or
other public disclosures of financial activities.
• Persons who have requested copies.

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6200 Telex: 70-3396
Telecopier (212) 575-3846

January 12, 1989
Effective January 12, 1988, the membership of AICPA voted to adopt a new Code of Professional Conduct.
Prior to the membership ballot the Professional Ethics Executive Committee had been considering a number of ethics interpretations and rulings. Exposure of these pronouncements to the membership was
deferred pending the outcome of the membership ballot. Subsequent to the adoption of the new Code of
Conduct, the Professional Ethics Executive Committee turned its attention to a review of existing ethics
pronouncements to determine their relevancy under the new Code. In addition, the Committee considered
several interpretations and rulings under the new Code to provide guidance to members as to the meaning
and application of the new rules.
This exposure draft is a result of that effort. The exposure draft contains seventeen proposals regarding
pronouncements to be issued, revised, or deleted by the Professional Ethics Executive Committee for
review and comment by the Institute's membership and other interested parties. Six of these pronouncements are proposed for deletion; five are new proposed pronouncements; and six pronouncements are
proposed for revision. Copies of each pronouncement and an explanatory preface to each are included in
this exposure draft.
It should be noted that a summary does not accompany this omnibus exposure draft. The diversity of
material precluded use of a single summary at the beginning of the exposure draft; rather, the type of
information that a summary contains is included in the "Explanation" preceding each proposed interpretation or ruling. The reader will thus be able to consider the proposed pronouncements with clearer
focus on the particular issues.
If the proposed interpretations and rulings are approved for publication by the Professional Ethics Executive Committee after the exposure period is concluded and comments are evaluated, each pronouncement
will become effective on the last day of the month in which it is published in the Journal of Accountancy,
except as otherwise stated in the pronouncement.
Comments or suggestions on these proposed pronouncements will be appreciated. Responses should be
typed on the appropriate page in the enclosed comment form. A postpaid return envelope is provided. They
must be received at the AICPA by May 1, 1989. All written replies to this exposure draft will become part of
the public record of the AICPA and will be available for inspection at the office of the AICPA after June 1,
1989, for a period of one year.
Please send comments to Herbert A. Finkston, Professional Ethics Division, AICPA, 1211 Avenue of the
Americas, New York, NY. 10036-8775.
Sincerely,

Marilyn A. Pendergast
Chairman
AICPA Professional Ethics Executive Committee

Herbert A. Finkston
Director
Professional Ethics Division
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PROPOSED REVISION OF THE APPLICABILITY
SECTION OF THE AICPA CODE OF
PROFESSIONAL CONDUCT
[Explanation]
In connection with the adoption of the new AICPA Code of Professional Conduct on January 12, 1988,
the Professional Ethics Executive Committee has reviewed Section 92, "Applicability of Rules," of the
previous Code of Professional Ethics.
The Committee is proposing the revision of this section by the deletion of those statements which are
clearly addressed elsewhere in the rules or bylaws, or which are no longer relevant as a result of membership adoption of the new Code of Conduct.
....
[Text of Proposed Applicability Section of the AICPA Code of Professional
Conduct]
For purposes of the Applicability Section of the Code, a "member" is a member or international associate of the American Institute of CPAs.
1. The Rules of Conduct that follow apply to all professional services performed except (a) where the
wording of the rule indicates otherwise and (b) that a member who is practicing outside the United
States will not be subject to discipline for departing from any of the rules stated herein as long as the
member's conduct is in accord with the rules of the organized accounting profession in the country in
which he or she is practicing. However, where a member's name is associated with financial statements under circumstances that would entitle the reader to assume that United States practices were
followed, the member must comply with the requirements of Rules 202 and 203.
2. A member may be held responsible for compliance with the rules by all persons associated with him
or her in the practice of public accounting who are either under the member's supervision or are the
member's partners or shareholders in the practice.
3. A member shall not permit others to carry out on his or her behalf, either with or without compensation, acts, which if carried out by the member, would place the member in violation of the rules.

PROPOSED REVISION OF
INTERPRETATION 101-2
[Explanation]
The Professional Ethics Executive Committee proposes to revise current Interpretation 101-2, "Retired
Partners and Firm Independence." The Committee believes the current interpretation is too narrow in
its application only to retired partners and too limited in scope in that it does not cover in sufficient
specificity the following: the nature of payments by a firm to a former practitioner; the relationship of the
former practitioner to the firm; the issue of employment offers to a practitioner while that practitioner is
in the firm; and the matter of firm sales or mergers.
[Text of Current Interpretation

101-2]

Retired Partners and Firm Independence
A retired partner having a relationship of a type specified in Rule 101 with a client of his former firm
would not be considered as impairing the firm's independence with respect to the client provided that
he is no longer active in the firm, that the fees received from such client do not have a material effect on
his retirement benefits and that he is not held out as being associated with his former partnership.
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[Text of Proposed Revision of Interpretation 101-2]
Former Practitioners and Firm Independence
For purposes of this interpretation, a former practitioner is defined as a proprietor, partner, shareholder, or equivalent who leaves by resignation, termination, retirement, or sale of all or part of the
practice.
For purposes of determining a firm's compliance with Rule 101 and its interpretations, a former practitioner is not included in the term "a member or a member's firm" (see Ethics Interpretation 101-9, ET
Section 101.10) provided that
1. The amounts due the former practitioner for his or her interest in the firm and unfunded, vested
retirement benefits would not have a material negative impact on the continued viability of the firm.
In addition, such amounts including all retirement benefits should be fixed, both as to the amount
and payment dates, at the time of the former practitioner's resignation, termination, or retirement.
Such amounts due a former practitioner may be paid over a reasonable period of time, and a reasonable rate of interest may be paid on any unpaid balances. Retirement benefits may be adjusted for
inflation.
2. The former practitioner does not participate in the firm's business or professional activities whether
or not compensated for such participation. This proscription does not apply to consultations on an
advisory basis for a reasonable period of time during the transition period upon leaving the firm.
3. The former practitioner does not appear to participate in the activities of or be associated with his or
her former firm. An appearance of participation or association results from such actions as inclusion of
the former practitioner's name under the firm's name in an office building directory, inclusion of the
former practitioner's name as a member of the firm in membership lists of business, professional or
civic organizations, or inclusion of the former practitioners name in the firm's internal directory without being designated as retired. The former practitioner will not be considered as participating or
associating with his or her former firm solely because the former practitioner is provided an office,
either in the firm's suite or in a separate location, and related office amenities such as secretarial and
telephone services. (However, see 4. below for restrictions regarding office space and amenities for a
former practitioner who accepts a position of significant influence with a client.)
4. A former practitioner in a position of significant influence with the client must no longer be provided
with office space and related amenities by his or her former firm.
5. In connection with an offer to a current or former practitioner for a position as a director or other
position of significant influence with a client of the firm, steps should be taken to preclude a potential
appearance of impairment of the firm's independence with respect to that client.

PROPOSED INTERPRETATION UNDER RULE 101
[Explanation]
The Statement on Standards for Attestation Engagements defines an attest engagement as "one in which
a member is engaged to issue or does issue a written communication that expresses a conclusion about
the reliability of a written assertion that is the responsibility of another party." Under the standards,
members are required to be independent when performing attest engagements.
The proposed interpretation provides guidance regarding a member's independence with respect to
both the subject of the assertion and the asserter for those attest engagements that are not covered by
Statements on Auditing Standards, Statements on Standards for Accounting and Review Services, and
Statements on Standards for Accountants' Services on Prospective Financial Information.
[Text of Proposed Interpretation

Under Rule 101 ]

Independence and Attest Engagements
Introduction
Rule 101, "Independence," provides that "A member in public practice shall be independent in the
performance of professional services as required by standards promulgated by bodies designated by
Council." The Statement on Standards for Attestation Engagements requires independence in the
performance of engagements covered by that Statement.
6

[Definitions]
Assertion
An assertion is any declaration, or a set of related declarations taken as a whole, by a party responsible for
it.
Asserter
An asserter is the person(s) or entity responsible for an assertion.
Attest Engagement
An attest engagement is one in which a practitioner is engaged to issue or does issue a written communication that expresses a conclusion about the reliability of a written assertion that is the responsibility of
another party.
Attest Engagement Team
The attest engagement team includes proprietors, partners, and shareholders who participate in the
acceptance or the performance of the attest engagement and full or part-time employees who participate
in the acceptance or the performance of the attest engagement, including individuals who provide consultation or supervisory services for the attest engagement, and their spouses (whether or not dependent) and dependents (whether or not related).

[Applicability]
This Interpretation does not apply to attest engagements covered by Statements on Auditing Standards,
Statements on Standards for Accounting and Review Services, Statements on Standards for Accountants' Services on Prospective Financial Information, and such other pronouncements as may be determined from time to time by the Professional Ethics Executive Committee.
[Interpretation]
Independence will b e considered to be impaired if an individual on the attest engagement team
1. Has either directly or beneficially, through his or her firm,1 a relationship with the asserter or the
subject matter of the assertion ("the subject") that is proscribed under Interpretation 101-1 of Rule
101, or
2. Has knowledge that a nondependent close relative 2 has either a position of significant influence with
or a financial interest material to the close relative in the asserter or the subject.
I n d e p e n d e n c e will also be considered to b e impaired if an individual on the attest engagement team has
knowledge that (1) a partner or shareholder in his or her office has a relationship with the asserter or the
subject of the assertion that is proscribed under Interpretation 101-1 or (2) a partner or shareholder in
another office has a position of significant influence with the asserter or the subject.
In determining whether a relationship with an asserter is one that is proscribed under Interpretation
101-1, the following guidance is provided:
• Interpretation 101-6, "The Effect of Actual or Threatened Litigation on Independence," is not applicable unless the litigation relates to the attest engagement or is material to the firm or to the financial
statements of the asserter.
• Interpretation 101-9, "The Meaning of Certain Independence Terminology and the Effect of Family
Relationships on Independence," is not applicable because the applicability of this Interpretation is
stated herein.

1. For the purpose of this Interpretation, firm shall mean the sole proprietorship, partnership or professional corporation of which
an individual on the attest engagement team is an owner, partner, shareholder, or employee.
2. For the purpose of this Interpretation, these terms shall mean the same as in Interpretation 101-9, "The Meaning of Certain
Independence Terminology and the Effect of Family Relationships on Independence."
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In determining whether a relationship with the subject is one that is proscribed under Interpretation
101-1, generally if an individual on the attest engagement team or the firm itself is a contributor to the
development of the subject or stands to gain financially from the success of the subject, independence
will be considered to be impaired. The following are examples (not intended to be all inclusive) to indicate a few such situations:
• Attesting to an assertion about one or more attributes of a publication if some or all of the publication
was authored by an individual on the attest engagement team or if the firm itself is identified as an
author.
• Attesting to an assertion about the capabilities of a software package if an individual on the attest
engagement team either directly or beneficially through his firm is entitled to receive a royalty each
time the software is sold.
• Attesting to an assertion made by an agent about the production capacity of one of the agent's clients if
an individual on the attest engagement team either directly or beneficially through his firm has a relationship proscribed under Interpretation 101-1 with the agent's client.

PROPOSED INTERPRETATION UNDER RULE 102
[Explanation]
New Rule 102, "Integrity and Objectivity," as adopted by the Institute's membership on January 12,
1988, provides, in part, that "In the performance of any professional service, a member. . . shall be free
of conflicts of interest."
The Professional Ethics Executive Committee believes that an interpretation of Rule 102 is required to
address conflicts of interest.
Under the proposed interpretation, if a member has a relationship that could be viewed as impairing the
member's objectivity and the member discloses the relationship surrounding the conflict of interest and
receives consent from the client or employer involved to perform the professional service in question,
the member would be considered to be free of the conflict of interest for purposes of Rule 102.

[Text of Proposed Interpretation Under Rule 102]
Conflicts of Interest
A conflict of interest may occur if a member performs a professional service for a client or employer and
the member or his or her firm has a significant relationship with another person, entity, product, or
service that could be viewed as impairing the member's objectivity. If this significant relationship is
disclosed to and consent is obtained from such client or employer, then the member shall be considered
free of the conflict of interest for purposes of Rule 102, and the rule shall not operate to prohibit the
performance of the professional service. When making this disclosure, the member should consider
Rule 301, "Confidential Client Information."

PROPOSED INTERPRETATION UNDER RULE 301
[Explanation]
Rule 301 as adopted on January 12, 1988, is substantively different from the previous rule. For example,
confidential client information is no longer limited to that obtained during the course of an engagement,
but extends to any confidential client information. Also, the "specific consent" of the client is now
required prior to the disclosure of the information.
A new exemption from Rule 301 provides that the rule shall not be construed "to preclude a member
from initiating a complaint with or responding to any inquiry made by a recognized investigative or
disciplinary body." The Professional Ethics Executive Committee has concluded that it is not the intent
of the exemption to allow members to file complaints outside the AICPA and other participants in the
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Joint Ethics Enforcement Program. Rather, this exemption is intended to permit members to disclose
confidential information under Rule 301 when filing complaints with the AICPA's Division of Professional Ethics or with ethics committees of state societies which are members of the Joint Ethics Enforcement Program.
Additionally, the Committee believes that Rule 301 shall not be construed to prohibit or interfere with a
member's compliance with applicable federal and state statutes.
The Professional Ethics Executive Committee proposes the adoption of this interpretation of Rule 301
to clarify the intent of exemptions 2 and 4 of the rule.

[Text of Proposed Interpretation Under Rule 301 ]
Application of Exemptions 2 and 4
of Rule 301 to AICPA Members
Rule 301 provides that "A member in public practice shall not disclose any confidential client information without the specific consent of the client." The rule provides four exemptions that permit AICPA
members to disclose confidential client information without the client's specific consent.
Consistent with the AICPA's jurisdiction only over AICPA members, exemptions (1), (2), and (3) pertain
to bodies designated by the AICPA to set standards or acknowledge the legal process to which members
are subject.
Exemption (4) in Rule 301 provides that Rule 301 shall not be construed "to preclude a member from
initiating a complaint with or responding to any inquiry from a recognized investigative or disciplinary
body."
In keeping with the AICPA's jurisdiction solely over AICPA members and the other three exemptions in
Rule 301, exemption (4) of the rule pertains to the disciplinary and investigative processes of the AICPA.
Exemption (4) allows but does not require members to file complaints with the AICPA and other participants in the Joint Ethics Enforcement Program even though the complaint may necessitate disclosing
confidential client information without the specific consent of the client. The concluding paragraph of
the rule is evidence of this intent as it asserts that members of recognized investigative or disciplinary
bodies and professional practice reviewers shall not use to their own advantage or disclose any member's
confidential client information.
Consistent with this perceived intent of exemption (4), it is interpreted to state the following: Rule 301
shall not be construed to preclude a member from initiating a complaint with or responding to any
inquiry made by a recognized investigative or disciplinary body of the AICPA or other participant in the
Joint Ethics Enforcement Program.
In addition, the exemption (2) is interpreted to provide that Rule 301 should not be construed to prohibit
or interfere with a member's compliance with applicable federal and state statutes.

PROPOSED INTERPRETATION 501-5
[Explanation]
The Professional Ethics Executive Committee considered the question of whether it is a violation of the
Institute's Code of Professional Conduct for a member who practices before a governmental regulatory
agency to not follow the requirements of that agency which govern such practice.
The Committee concluded that it is an act discreditable to the profession under Rule of Conduct 501 for
a member to perform attest or similar services for a client who reports to a regulatory agency and not
follow the rules and regulations of that agency. Practice before such an agency creates an obligation and
responsibility for a member to comply with the agency's requirement; not to do so is a breach of that
obligation and responsibility and, consequently, an act discreditable to the profession.
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[Text of Proposed

Interpretation

501 -5]

Failure to Follow Requirements of G o v e r n m e n t a l Bodies, Commissions, or
O t h e r R e g u l a t o r y Agencies in P e r f o r m i n g Attest or S i m i l a r Services
Many governmental bodies, commissions or other regulatory agencies have established requirements
such as audit standards, guides, rules, and regulations that members are required to follow in
performing attest or similar services for clients subject to their jurisdiction. For example, the Securities
and Exchange Commission, Federal Power Commission, Federal Communications Commission, state
insurance commissions, and other regulatory agencies have established such requirements.
W h e n a m e m b e r is performing an attest or similar service for the purpose of reporting to such bodies,
commissions, or regulatory agencies, the m e m b e r should follow such requirements, in addition to
generally accepted auditing standards (where applicable). Failure to do so is an act discreditable to the
profession, unless the m e m b e r discloses in his or her report that such requirements were not followed
and the reasons therefore. Not following such requirements could require the m e m b e r to modify his or
her report.
If any additional disclosures are required by the agency of the auditor, they must be made in accordance
with the disclosure requirements established by the governmental body, commission or other
regulatory agency. Failure to do so is an act discreditable to the profession.

PROPOSED RULING
UNDER RULE 101
[Explanation]
The Professional Ethics Division receives many inquiries from members as to whether a CPA firm that is
independent of a particular client may allow the partners, shareholders, or professional employees of
another firm that is not independent with respect to that same client to perform a portion of an audit for
which the independent CPA firm is the principal auditor.
The Professional Ethics Executive Committee is proposing this ethics ruling to clarify when the principal auditor's use on an audit engagement of the partners, shareholders, or professional employees of a
firm that is not independent with respect to that client may impair the principal auditor's independence.
The ruling points out that it would be permissible for the principal auditor to utilize the work of such
individuals in a manner similar to the functioning of internal auditors as described in applicable literature contained in the Statements on Auditing Standards.
[Text of Proposed

Ruling

Under Rule

101]

Use of N o n i n d e p e n d e n t CPA Firm on a n Engagement
Question — Firm A is not independent with respect to an entity. Would the independence of Firm B b e
considered impaired if the partners, shareholders, or professional employees of Firm A were to participate in B's engagement for that entity?
Answer — The use by Firm B of partners, shareholders, or professional employees from Firm A may
impair Firm B's independence with respect to that engagement.
Utilization of the work of such individuals in a manner similar to internal auditors is permissible provided that there is compliance with the Statements on Auditing Standards. Applicable literature contained in the Statements on Auditing Standards should be consulted.
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PROPOSED REVISION OF RULING NO. 31 UNDER RULE 101
[Explanation]
During the past decade, there has been a rapid growth in new forms of real estate ownership including
cooperatives, condominiums, planned unit developments, homeowners associations, and timeshare
developments. A key feature of each is the existence of an association of owners that is responsible for
providing services and maintaining property that all owners share or own in common. This growth in
new forms of real estate ownership has created a corresponding growth in the need for professional services requiring independence with respect to these entities. As a result, the Professional Ethics Division has been asked to reconsider whether ownership in a cooperative, condominium association,
planned unit development, homeowners association, timeshare development, or other common interest realty association would impair independence with respect to those entities.
The guidance currently contained in the Code of Professional Conduct is limited to a cooperative apartment house (Ethics Ruling No. 31 under Rule 101 - "Financial Interest in Co-op Apartment") and provides that the independence of a member's firm would not be considered to be impaired because a
partner in the firm owned a unit in the cooperative association, provided the terms of the partner's lease
were comparable with the terms of the leases of the other occupants and the partner did not serve as an
officer or otherwise participate in the management of the cooperative.
The Professional Ethics Executive Committee has reconsidered the current ruling and concluded that
ownership of a unit in a cooperative, condominium association, planned unit development, homeowners association, or timeshare development would create a direct financial interest in the entity which
would in and of itself impair independence under Rule 101 and its interpretations notwithstanding the
member's nonparticipation in the management of the entity and the comparability of interest with
respect to other owners.
This ruling would take effect one year from the last day of the month in which it is published in the
Journal of Accountancy; however, earlier application is encouraged.
[Text of Current Ruling No. 31 Under Rule 101 ]
Financial Interest in Co-op A p a r t m e n t
Question — A member's firm has been retained as the auditors of a cooperative apartment house. The
owner of each unit has a vote in the co-op. Would the independence of the member's firm be considered
to be impaired with respect to the co-op if one of its partners took an apartment in it?
Answer— Independence of the member's firm would not be considered to be impaired under the circumstances, provided the terms of the partner's lease were comparable with the terms of the leases of
the other occupants and the partner did not serve as an officer or otherwise participate in the management of the cooperative.
[Text of Proposed Revision of Ruling No. 31 Under Rule 101]
Financial Interest in a C o o p e r a t i v e , C o n d o m i n i u m Association, P l a n n e d U n i t
D e v e l o p m e n t , H o m e o w n e r s Association, Timeshare D e v e l o p m e n t , or O t h e r
Common Interest R e a l t y Association
Question — Would the independence of a member or his or her firm be considered impaired with
respect to an engagement to perform services for a cooperative, condominium association, planned unit
development, homeowners association, timeshare development, or other common interest realty
association if the member or the member's firm owned a unit in such an entity?
Answer— Independence of the member and his or her firm would be considered to be impaired under
these circumstances, pursuant to Rule 101 and its interpretations, because the member or the member's
firm's ownership of a unit would be a direct financial interest in the cooperative, condominium
association, planned unit development, homeowners association, timeshare development, or other
common interest realty association.
(This ruling would take effect one year after the date on which it is published in the Journal of
Accountancy; however, earlier application is encouraged.)
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PROPOSED REVISION OF RULING NO. 7 UNDER RULE 301
[Explanation]
The Professional Ethics Executive Committee proposes to revise this ruling because it believes that the
mere disclosure of the name of a client does not involve the release of confidential client information.
However, as reflected in the proposed ruling, the Committee believes that there are circumstances
when revealing a client's name could release confidential client information. In such circumstances, the
client's specific consent must be obtained prior to disclosure. As an example, if a member's practice is
limited to bankruptcy matters, the disclosure of a client's name would suggest that the client may be
experiencing financial difficulties, which could be confidential client information.
[Text of Current Ruling No. 7 Under Rule 301, Proposed for

Deletion]

Revealing Names of Employer's Clients
Question — A staff member wishes to submit his resume to another firm. May he include as part of his
experience the names of companies for which he performed audits?
Answer — The mere engagement of a member's firm is often a confidential matter between accountant
and client. Unless the company is publicly held, a member should not reveal the fact that he had served
on an assignment without the client's permission.

[Proposed Revision of Ruling No. 7 Under Rule 301 ]
Revealing Names of Clients
Question — May a member in public practice disclose the name of a client for whom he or his firm
performed professional services?
Answer — It is permissible under Rule 301 for a member to disclose the name of a client, whether
publicly or privately owned, without the client's specific consent unless the disclosure of the client's
name constitutes the release of confidential information.

PROPOSED REVISION OF RULING NO. 176 UNDER RULE 502
[Explanation]
During recent years we have noted an increase in types and numbers of various publications which
members may purchase and then redistribute to current and prospective clients. The Professional
Ethics Executive Committee believes that current Ruling No. 176 is no longer appropriate and proposes
that it be revised as the authorship of the publication which is sold for redistribution is not the important
issue. Rather, the validity of the information contained in the publication is of primary concern. The
proposed revision to the ruling clarifies that the member is responsible for the validity of the publication
on which his or her firm's name is imprinted.

[Text of Current Ruling No. 176 Under Rule 502, Proposed for Deletion]
Newsletters and Publications Prepared by Others
Question — May a member permit a newsletter, tax booklet, or similar publication to be imprinted with
his firm's name if it has not been prepared by his firm?
Answer — Such imprinting would not be considered deceptive as to authorship under Rule 502 provided the outside author or publisher is clearly identified.
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[Text of Proposed Revision of Ruling No. 176 Under Rule 502]

Newsletters and Publications Prepared by Others
Question — May a member permit a newsletter, tax booklet, or similar publication to be imprinted with
his or her firm's name if it has not been prepared by the member's firm?
Answer — A member may permit his or her firm's name to be imprinted on a newsletter, tax booklet,
or similar publication provided that the information contained therein is not false, misleading, or
deceptive.

PROPOSED REVISION OF
INTERPRETATION 502-2 UNDER RULE 502
[Explanation]
The Professional Ethics Executive Committee recommends that this interpretation be revised by deleting Items 3 and 4, namely self-laudatory statements not based on verifiable facts and comparisons with
other CPAs not based on verifiable facts. Representations of this nature included in advertisements or
solicitation materials would no longer be deemed to be per se false, misleading, or deceptive in violation
of Rule 502.
However, if after investigation by a state society ethics committee or the Institute's ethics division, such
representations are found to be false, misleading, or deceptive, the member responsible for them would
be in violation of Rule 502.
[Text of Current Interpretation

502-2 Under Rule 502 — Items for Proposed
Are in Bold Type]

Deletion

False, Misleading, or Deceptive Acts in Advertising or Solicitation
Advertising or other forms of solicitation that are false, misleading, or deceptive are not in the public
interest and are prohibited. Such activities include those that —
1.
2.
3.
4.
3.

Create false or unjustified expectations of favorable results.
Imply the ability to influence any court, tribunal, regulatory agency, or similar body or official.
Consist of self-laudatory statements that are not based on verifiable facts.
Make comparisons with other CPAs that are not based on verifiable facts.
Contain a representation that specific professional services in current or future periods will be performed for a stated fee, estimated fee or fee range when it was likely at the time of the representation
that such fees would be substantially increased and the prospective client was not advised of that
likelihood.
4. Contain any other representations that would be likely to cause a reasonable person to misunderstand or be deceived.

PROPOSED DELETION OF
INTERPRETATION 502-1 UNDER RULE 502
[Explanation]
The Professional Ethics Executive Committee proposes that this interpretation be deleted from the
Code. The interpretation is contrary in a number of respects to the "false, misleading, and deceptive"
criteria of Rule 502 and, therefore, may not be enforceable. The Committee believes sufficient guidance
in advertising matters is provided in Rule 502 itself.

[Text of Current Interpretation

502-1 Under Rule 502, Proposed for

Deletion]

Informational Advertising
Advertising that is informative and objective is permitted. Such advertising should be in good taste and
be professionally dignified. There are no other restrictions, such as on the type of advertising media,
frequency of placement, size, artwork, or type style. Some examples of informative and objective content are:
1. Information about the member and the member's firm, such as:
a. Names, addresses, telephone numbers, number of partners, shareholders or employees, office
hours, foreign language competence, and date the firm was established.
b. Services offered and fees for such services, including hourly rates and fixed fees.
c. Educational and professional attainments, including date and place of certifications, schools
attended, dates of graduation, degrees received, and memberships in professional associations.
2. Statements of policy or position made by a member or a member's firm related to the practice of
public accounting or addressed to a subject of public interest.

PROPOSED DELETION OF RULING NO. 127
UNDER RULE 504
[Explanation]
Previous Rule 504, "Incompatible Occupations," was deleted from the Code of Professional Conduct by
membership vote on January 12, 1988. The rule provided that "A member who is engaged in the practice of public accounting shall not concurrently engage in any business or occupation which would create
a conflict of interest in rendering professional services." Current Ruling No. 127 derived its authority
from previous Rule 504 and is not pertinent to any of the current rules. As a result, the Professional
Ethics Executive Committee proposes to delete Ruling No. 127.
[Text of Current Ruling No. 127 Under Rule 504, Proposed for

Deletion]

State Controller
Question — May a member serve in the office of the state controller and at the same time practice public
accounting? The principal functions of the state controller are to maintain control over accounts for all
state funds, administer disbursements, allocate revenue among county and local governments, and
serve as ex officio member of several committees, boards, and commissions.
Answer— It would be improper for a member to serve as state controller and practice public accounting
on his own behalf at the same time since most if not all businesses are subject to some form of state
control.

PROPOSED DELETION OF RULING NO. 132
UNDER RULE 504
[Explanation]
Previous Rule 504, "Incompatible Occupations," was deleted from the Code of Professional Conduct by
membership vote on January 12, 1988. The rule provided that "A member who is engaged in the practice of public accounting shall not concurrently engage in any business or occupation which would create
a conflict of interest in rendering professional services." Current Ruling No. 132 derived its authority
from previous Rule 504 and is not pertinent to any of the current rules. As a result, the Professional
Ethics Executive Committee proposes to delete Ruling No. 132.
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[Text of Current Ruling No. 132 Under Rule 504, Proposed for

Deletion]

Tax Practice: Conflict of Interest
Question — A member is in partnership with a non-CPA who is a former internal revenue agent with
several years' experience as a practitioner specializing in taxes. Tax work accounts for approximately
one-half of the firm's gross fees. The non-CPA has been asked to serve, without compensation, as the
public member on the board of tax appeals recently established under a municipal income tax ordinance. Would his acceptance be advisable, provided he disqualified himself in any matter with which he
was directly or indirectly connected?
Answer — The position should be declined because the partnership would likely be unable to avoid
future conflicts of interest.

PROPOSED DELETION OF
RULING NO. 86 UNDER RULE 502
[Explanation]
The Professional Ethics Executive Committee is proposing the deletion of Ruling No. 86 in recognition
of a changing practice environment that no longer makes compliance with the ruling reasonable and that
no longer considers valid the characterization of the services described in the ruling as unusual.
Standards currently exist for the performance of attest service engagements providing assurance regarding products and services of clients. In a number of these engagements the report and financial, statistical, or other facts are so voluminous that a requirement that this information be published in an
advertisement would cause severe hardship. Members cannot control client advertising; moreover, this
is a business relationship between the client and the firm. In recognition of these practice environment
changes, the Professional Ethics Executive Committee proposes to withdraw Ruling No. 86.
[Text of Current Ruling No. 86 Under Rule 502, Proposed for

Deletion]

Paid for by Others, Name in Client Ad
Question — A member's client proposes to use public advertising to assure readers that certain financial
or statistical facts regarding its products or services are genuine. May a member's firm engaged to verify
such facts ethically permit its name to be used in such advertising?
Answer—Accounting firms are often asked to perform unusual services with which their names may be
associated. A member's firm may perform such services and its name may be associated with related
public advertising provided that such advertising is not misleading and the member's report and the
financial or statistical facts are included in their entirety.

PROPOSED DELETION OF RULING NO. 4
UNDER RULE 301
[Explanation]
If the proposed interpretation under Rule 102, "Conflicts of Interest," is adopted after this exposure
process, the guidance in this ethics ruling would no longer be correct. A member in the situation
described in this ruling would be required to disclose the relationship and obtain consent in order to be
considered free of the conflict of interest. Accordingly, the Professional Ethics Executive Committee
recommends the deletion of this ruling.
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[Text of Current Ruling No. 4 Under Rule 301, Proposed for

Deletion]

Prior Client Relationship
Question — A member's firm was replaced after 20 years as auditors of an international union. The firm
was then retained by certain members of local unions who brought suit against the international union
charging misuse of funds, mismanagement, etc. The member's firm was asked to examine the records of
the international union for a period which included part of the period during which it served as the
international's auditors. Would the special examination violate Rule 301 because of the former client
relationship?
Answer — There appears to be such a serious conflict of interest that the member's firm should not
accept the engagement.

PROPOSED DELETION OF
INTERPRETATION 301-1 UNDER RULE 301
[Explanation]
Current interpretation 301-1 states that Rule 301, "Confidential Client Information," is not intended to
prevent a member from complying with professional standards as they relate to an engagement.
This is clearly stated in Rule 301 itself. Rule 301, as adopted by members on January 12, 1988, states that
"This rule shall not be construed (1) to relieve a member of his or her professional obligations under rules
202 and 203 . . . . ' ' In light of the explicit statement in the rule itself, the current interpretation is redundant and unnecessary. The committee, therefore, proposes its deletion from the Code of Professional
Conduct.
[Text of Current Interpretation

301 -1, Proposed for

Deletion]

Confidential Information and Technical Standards
The prohibition against disclosure of confidential information obtained in the course of a professional
engagement does not apply to disclosure of such information when required to properly discharge the
member's responsibility according to the profession's standards. The prohibition would not apply, for
example, to disclosure, as required by Section 561 of Statement on Auditing Standards No. 1 [AU section 561], of subsequent discovery of facts existing at the date of the auditor's report which would have
affected the auditor's report had he been aware of such facts.
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